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KENTUCKY UTILITIES COMPANY

Response to Information Requested in Appendix B of
Commission’s Order Dated September 19, 2007

Case No. 2007-00379
Question No. 11

Witness: Robert M. Conroy

BRilling Period from May 1, 2005 through April 30, 2007

Q-11.

KRS 278.183(3) provides that during the 2-year review, the Commission shall, to
the extent appropriate, incorporate surcharge amounts found just and reasonable
into the existing base rates of the utility.

a. Provide the surcharge amount that KU believes should be incorporated into its
existing base rates. Include all supporting calculations, workpapers, and
assumptions.

b. The surcharge factor reflects a percentage of revenue approach, rather than a
per kWh approach. Taking this into consideration, explain how the surcharge
amount should be incorporated into KU’s base rates. Include any analysis that
KU believes supports its position.

c. Provide the Base Period Jurisdictional Environmental Surcharge Factor
(“BESF”) that reflects all environmental surcharge amounts previously
incorporated into existing base rates and the amount determined in part (a).
Include all supporting calculations, workpapers, and assumptions.

d. Does KU believe that there will need to be modifications to either the
surcharge mechanism or the monthly surcharge reports, other than a revision
to BESF, as a result of incorporating additional environmental surcharge
amounts into KU’s existing base rates? If yes, provide a detailed explanation
of the modifications and provide updated monthly surcharge reports.

a. KU is proposing to roll-in $23,680,507 of environmental surcharge revenues
into base rates. Please see the attached schedule for the determination of the
roll-in amount.
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b. The Commission previously approved KU’s proposed roll-in methodology m
Case No. 2006-00129 which allocated the amount of the roll-in to the energy
component of rates RS, GS and AES, and to the demand component for all
rates that include a separately metered and billed demand component.
Lighting rates continue to be billed on a per-light basis. KU recommends that
this method continue to be used to roll-in the current proposed amount of
$23,680,507.

c. Attached is an illustrative calculation of the Base Period Jurisdictional
Environmental Surcharge Factor (“BESF”) using the 12-month period ending
February 2007. As discussed in the testimony of Mr. Robert Conroy, KU
will recalculate this rate following the Commission’s order in this proceeding
based upon the most recent 12-month period for which information is
available.

d. No. KU believes there is no need for any modifications to either the
surcharge mechanism or the monthly surcharge reports, other than a revision
to BESF, as a result of incorporating additional environmental surcharge
amounts into KU’s existing base rates.
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Kentucky Utilities Company

Calculation of ECR Roll-in At February 28, 2007

Calculation of Revenue Requirement for Roll-In:
Post-1994 Plan

Environmental Compliance Rate Base at Feb. 28, 2007
Poliution Control Plant in Service ES Form 2.00, February 2007 240,437,831
Pollution Control CWIP Exciuding AFUDC ES Form 2.00, February 2007 255,269,869

Subtotal 495,707,700
Additions:
Emission Allowances, net of baseline ES Form 2.00, February 2007 1,286,517

ES Form 2.00, February 2007
per corrections made in Case

Cash Working Capital Allowance No. 2007-00379 153,616
Subtotal 1,440,133
Deductions:
Accumulated Depreciation on Poliution Control Plant ES Form 2.00, February 2007 16,772,692
Pollution Control Deferred Income Taxes ES Form 2.00, February 2007 30,600,634
ES Form 2.00, February 2007
Pollution Control Deferred Investment Tax Credit as revised September 21, 2007 2,049,747
Subtotal 49,423,073
Environmental Compliance Rate Base $ 447,724,760
ES Form 1.10, February 2007
Rate of Return — Environmental Compliance Rate Base as revised April 23, 2007 11.52%
Return on Environmental Compliance Rate Base $ 51,577,892

Pollution Control Operating Expenses

12 Month Depreciation and Amortization Expense See Support Schedule A 5,927,060
12 Month Taxes Other than Income Taxes See Support Schedule A 425,002
12 Month Operating and Maintenance Expense See Support Schedule A 1,228,923
12 Month Emission Aliowance Expense, net of amounts in base rates ~ See Support Schedule A 3,162,166
Total Pollution Control Operating Expenses $ 10,743,151
Gross Proceeds from By-Product & Allowance Sales See Support Schedule B 997,763

Total Company Environmental Surcharge Gross Revenue Requirement — Roll In Amount

Return on Environmental Compliance Rate Base 51,577,892

Pollution Contro! Operating Expenses 10,743,151

Less Gross Proceeds from By-Product & Allowance Sales (997,763)
Roll In Amount $ 61,323,280
Jurisdictional Allocation Ratio - Roll In See Support Schedule C 80.7487%
Jurisdictional Revenues for 12 Months for Roll In See Support Schedule C 947,408,732

Roll In Jurisdictional Environmental Surcharge Factor:

Total Company Environmental Surcharge Gross Revenue Requirement - Roll in Amount $ 61,323,280
Jurisdictional Allocation Ratio - Roll in 80.7487%
Jurisdictional Environmental Surcharge Gross Revenue Requirement - Gross Rolf In Amount 49,517,782

Less Jurisdictional Environmental Revenue Previously Rolled In (Case No. 2006-00129) 25,837,275
Jurisdictional Environmental Surcharge Gross Revenue Requirement — Net Roll In Amount $ 23,680,507

Base Revenues for the 12-Months Ending September 2007 $ 827,593,641

BESF, Gross Roll-in Amount 5.9833%
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Support Schedule A
12 Month Balances for Selected Operating Expense Accounts
Emission
Depreciation & Taxes Other than Allowance
Amortization Income Taxes Operating and Maintenance Expense Expense Total
Steam Plant FERC 502 FERC 506 FERC 512 FERC 509
Mar-06 489,336 31,830 - - 14,878 86,178 622,222
Apr-06 489,169 31,804 - - 18,380 275,023 814,376
May-06 492,274 31,804 - 183,663 10,083 244,630 962,454
Jun-06 495,021 31,804 - 170,786 12,370 323,078 1,033,059
Jul-06 495,021 31,804 - 89,876 1,240 362,622 980,563
Aug-06 495,021 31,804 - 277,148 27,974 389,585 1,221,532
Sep-06 495,021 31,804 - 51,747 11,299 274,685 864,556
Oct-06 495,021 31,804 - 120,001 44,999 265,207 957,032
Nov-06 495,021 31,804 - - 3,174 336,180 866,179
Dec-06 495,257 31,785 - - 182,825 350,299 1,060,166
Jan-07 495,449 53,477 - - 2,505 150,725 702,156
Feb-07 495,449 53,478 - - 5,975 162,300 717,202
less Base Rate amount (58,346) (58,346)
Totals 5,927,060 425,002 - 893,221 335,702 3,162,166 10,743,151
Support Schedule B
12 Month Balances for Allowance Sales and By-Product Sales
Total Proceeds
from Allowance Proceeds from By- Total All Sale
Sales Product Sales Proceeds
ES Form2.00 ES Form 2.00
Mar-06 - - -
Apr-06 - - -
May-06 997,763 - 997,763
Jun-06 - - -
Jul-06 - - -
Aug-06 - - -
Sep-06 - - -
Oct-06 - - -
Nov-06 - - -
Dec-06 - - -
Jan-07 - - -
Feb-07 - - -
Totals 997,763 - 997,763
Support Schedule C
12 Month Balances for Jurisdictional Revenues and Allocation Ratio
Base
KY Retail Total Company Customer,
Revenues, Excl. Revenues, KY Retail Energy, and
Envir. Surch.  Excluding Envir. Allocation Demand
Revenues  Surch. Revenues Ratio Revenue
KY Retail/
ES Form 3.00 ES Form 3.00 Total Company
Mar-06 $ 70,902,589 § 85432688 82.9923% Oct-06 58,208,455
Apr-06 68,755,693 83,562,797 82.2803% Nov-06 60,190,763
May-06 68,234,266 87,442,260 78.0335% Dec-06 67,449,459
Jun-06 74,606,468 92,328,022 80.8059% Jan-07 70,238,724
Jul-06 83,221,371 104,447,112 79.6780% Feb-07 78,110,103
Aug-06 91,244,948 110,143,316 82.8420% Mar-07 71,491,490
Sep-06 84,811,424 103,862,140 81.6577% Apr-07 63,594,939
Oct-06 78,930,377 94,323,004 83.6809% May-07 61,916,890
Nov-06 70,608,407 96,282,335 73.3347% Jun-07 68,409,007
Dec-06 84,190,754 102,328,365 82.2751% Jui-07 72,598,904
Jan-07 82,191,054 104,238,572 78.8490% Aug-07 76,507,343
Feb-07 89,711,381 108,889, 154 82.3878% Sep-07 78,877,564

Totals _$ 947,408,732 $ 1,173,279,765 80.7487% 827,593,641







KENTUCKY UTILITIES COMPANY

Response to Information Requested in Appendix B of
Commission’s Order Dated September 19, 2007

Case No. 2007-00379
Question No. 12

Witness: Valerie L. Scott

Billing Period from May 1, 2005 through April 30, 2007

Q-12.

A-12.

In Case No. 2000-00439, the Commission ordered that KU’s cost of debt and
preferred stock would be reviewed and re-established during the 6-month review
case. Provide the following information as of February 28, 2007:

a. The outstanding balances for long-term debt, short-term debt, preferred stock,
and common equity. Provide this information on total company and Kentucky
jurisdictional bases.

b. The blended interest rates for long-term debt, short-term debt, and preferred
stock. Include all supporting calculations showing how these blended interest
rates were determined. If applicable, provide the blended interest rates on total
company and Kentucky jurisdictional bases.

c. KU’s calculation of its weighted average cost of capital for environmental
surcharge purposes.

a. Please see the attachment.

b. Please see the attachment.

c. Please see the attachment.



1 Long-Term Debt
2 Short-Term Debt

3 Common Equity
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Kentucky Utilities Company
Outstanding Balances - Capitalization
As of February 28, 2007

2 3
Qutstanding Balance
Outstanding Balance KY Jurisdicational
Total Company 88.20%
$841,951,140 $742,575,647
$89,666,054 $79,082,770
$1,225,830,949 $1,081,146,122
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Kentucky Utilities Company
Blended Interest Rates
As of February 28, 2007

1
Blended Interest Rate
Total Company

4.69%

5.26%
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KENTUCKY UTHLITIES COMPANY
ANALYSIS OF THE EMBEDDED COST OF CAPITAL AT
February 28, 2007
LONG-TERM DEBT
Anpualized Cost
Amortized Debt Amortized Loss~ Embedded
Due Rate Principal Interesi{income)  Issuance Expense Premium Reaquired Debt Total Cost
Pollution Contro! Bonds - SECURED:
Serigs 11 - Series A 05/0123 3.85000% * 12,800,000 470.850 17,292 16,788 504,930 3910
Series 12 02/01/32 3.78000% * 20,930,000 791,154 4.104 36,300 831,558 3.970
Series 13 02/01/32 3.78000% * 2.400,000 90,720 2,856 4,164 97,740 4.070
Series 14 02/01/32 378000% * 2,400,000 90,720 1,140 15,660 107,520 4480
Series 15 02/01/32 3.78000% * 7,400,000 279,720 3,180 12,744 295,644 4.000
Series 16 10/01/32 3.55000% * 96,000,000 3,408,000 72,708 186,036 3,666,744 3.820
Series 17 10/01/34 361300% * 50,000,000 1.806,500 40,068 53,940 1,800,508 3800
Series 18 06/01/35 3 56300% * 13,266,950 472,701 17,700 - 490,401 3.700
Series 19 06/01/35 3.85000% * 13,266,950 470,977 17,988 - 488,965 3630
Series 20 08/01/36 3.64400% * 16,693,620 608,316 20,688 - 629,004 3.770
Series 21 06/01/36 365000% * 16,693,620 609,317 16,620 - 625,937 3750
Series 22 10/01/34 3 60000% * 54,000,000 1,944,000 27,192 - 1,871,192 3650
Called Bonds - - - 332,580 ¢ 332,581 -
Notes Payable to Fidefia Corp. 04/30/13 4 550% 100,000,000 4,550,000 - - 4,550,000 4,550
Notes Payable to Fidelia Corp. 08/15/13 5.310% 75,000,000 3,982,500 - - 3,982,500 5310
Notes Payable to Fidella Corp. 11124110 4.240% 33,000,000 1,399,200 - - 1,398,200 4.240
Notes Payable to Fidella Corp. o11en2 4.390% 50,000,000 2,185,000 - - 2,195,000 4.390
Notes Payable to Fidelia Corp. 07/08/15 4.735% 50,000,000 2,367,500 - - 2,367,500 4.735
Notes Payable to Fidelia Comp. 12124115 5.360% 75,000,000 4,020,000 - - 4,020,000 5360
Notes Payable to Fidelia Corp 06/23/36 6 330% 50,000,000 3,165,000 - - 3,165,000 6.330
Notes Payable to Fidelia Corp. 10/26/16 5675% 50,000,000 2,837,500 - - 2,837,500 5675
Notes Payable to Fidelia Corp. 02/07/22 5.690% 53,000,000 3,015,700 - - 3,015,700 5.690
Notes Payable to Fidelia Corp 03/30/37
Total 841,951,140 Q=8.575.375 241,536 0 658,212 39,475, 124 l 4.689%'
SHORT TERM DEBT
Annualized Cost
Embedded
Rate Principal Interest Expense Premium Loss Total Cost
Notes Payable to Associated Company 5.260% * 89,666,054 4,716,434 - - - 4,716,434 5260
Total 89,666,054 4716434 - - - 4716434 | 5.260%]

* Composite rate at end of current month

1 Seres P and R bonds were redeemed in 2003, and 2005, respectiively . They were not replaced with other bond series  The remalning unamortized expense is
being amortized over the remainder of the original fives (due 5/15/27 and 6/1/25 respectively) of the bonds as loss on reaquired debt
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ECR - Gross-up Revenue Factor &
Composite Income Tax Calculation

2007
2007
Federal & State
Production Credit
W/ 6% 2007 State
Tax Rate Included
1. Assume pre-tax income of $ 100.0000
2. State income tax (see below) 5.6604
3. Taxable income for Federal income tax
before production credit 94.3396
4. Production tax credit 6%
5. Less: Production tax credit (6% of Line 3) 5.6604
6. Taxable income for Federal income tax 88.6792
7. Federal income tax (35% of Line 6) 31.0377
8. Total State and Federal income taxes
(Line 2 + Line 7) $ 36.6981
9. Gross-up Revenue Factor 63.3019
10. Therefore, the composite rate is:
1. Federal 31.0377%
12. State 5.6604%
13. Total 36.6981%
State Income Tax Calculation
1. Assume pre-tax income of $ 100.0000
2. Less: Production tax credit 5.6604
3. Taxable income for State income tax 94.3396
4. State Tax Rate 6.0000%

5. State Income Tax 5.6604







KENTUCKY UTILITIES COMPANY

Response to Information Requested in Appendix B of
Commission’s Order Dated September 19, 2007

Case No. 2007-00379
Question No. 13

Witness: Robert M. Conroy

Billing Period from May 1, 2005 through April 30, 2007

Q-13.

A-13.

In its January 31, 2007 Order in Case No. 2006-00129, the Commission noted
KU’s efforts at identifying and resolving internal issues related to the preparation
of the monthly surcharge filings. Provide a status report on KU’s efforts to submit
the most accurate and timely information available in its monthly surcharge
reports.

In addition to maintaining the Environmental Cost Recovery Surcharge Monthly
Filings Process Document filed in Case No. 2006-00129, KU continues to refine
the internal data transfer of information between departments related to the
monthly filing. The Companies have updated and modified the process document
to reflect the changes authorized in Case No. 2006-00206. The latest version of
this document is attached. In addition, internal monthly filing summaries and
check lists were created to quickly identify potential corrections prior to the actual
filings with the Commission. The Companies have recently established internal
controls over the processes involved in developing the monthly ECR filing. This
includes controls over data entry cross-checks, protection on spreadsheets and
formulas used in spreadsheets and validation of the calculations by multiple staff
and management personnel. In addition, the Companies routinely audit the
process of the monthly ECR filings in order to identify any potential issues or
process improvements.

Accurate monthly ECR filings continue to be the utmost importance to the
Company. The Company will continue to make timely corrections, as necessary,
to its monthly ECR filing while pursuing further improvements in its processes
for preparing the monthly filings.
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I. Introduction

This document is designed to assist in the understanding of the Environmental Cost
Recovery (“ECR”) mechanism and the process for preparing the monthly filing for cost
recovery. There are numerous departments throughout E.ON U.S. that support the
development of the monthly ECR filing made by the State Regulation and Rates
Department. These departments include:

Energy Services Forecasting and Budgeting
Environmental Affairs

Property Accounting

Regulatory Accounting and Reporting
Revenue Accounting

Utility Tax

Louisville Gas and Electric Company (“LG&E”) and Kentucky Utilities Company
(“KU”) are allowed, pursuant to Kentucky Revised Statute (KRS) 278.183, to recover the
“costs of complying with the Federal Clean Air Act as amended and those federal, state,
or local environmental requirements which apply to coal combustion wastes and by-
products from facilities utilized for production of energy from coal” for approved projects
as part of the Company’s compliance plan. The Companies must first file with the
Kentucky Public Service Commission (“KPSC”) an application seeking approval of
projects associated with the compliance plan. Once the KPSC approves a project, the
costs associated with the project are included in the monthly ECR filing and are subject
to KPSC oversight through the 6-month and 2-year review proceedings.
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II. Background

KRS 278.183 (See Appendix I) allows utilities to recover the “costs of complying with
the Federal Clean Air Act as amended and those federal, state, or local environmental
requirements which apply to coal combustion wastes and by-products from facilities
utilized for production of energy from coal” for approved projects as part of the
Company’s compliance plan. The utilities are entitled to earn a reasonable return on
construction costs and capital expenditures, and are further entitled to recovery of
operating expenses associated with compliance with the Federal Clean Air Act as
amended (“CAAA”). Operating expenses include operation & maintenance costs, income
taxes, property taxes, other applicable taxes, and depreciation expenses for the
environmental facilities.

KRS 278.183 was effective July 14, 1992 and allowed any utility to file for cost recovery
beginning January 1, 1993. It allows recovery of cost for compliance with the CAAA for
expenses not already included in existing rates through an Environmental Cost Recovery
surcharge which is reflected on customer bills in the second month following the month
in which the costs are incurred. The recovery is limited to projects that are included in the
Company’s Compliance Plan(s) and have been approved by the Kentucky Public Service
Commission (KPSC). The filing requirements for an new ECR plan consist of a 30 day
notice of intent, application, testimony, and a tariff containing the terms and conditions of
the proposed surcharge. Within six months of submittal, the KPSC is required by statute
to schedule a hearing, consider the plan, establish a reasonable return on compliance-
related capital expenditures, and issue an order approving or denying the application of
the surcharge. A list of approved ECR projects is attached as Appendix II with a detailed
listing of those Capital and O&M projects approved by the KPSC shown in Appendix IIIL

During October 1994, Louisville Gas & Electric Company submitted an application
(Case No. 94-332) with the KPSC for authority to assess an ECR surcharge pursuant to
KRS 278.183. The KPSC on April 6, 1995 issued an order in Case No. 94-332 approving
full cost recovery of qualified environmental projects. The approved methodology
involves calculation of a monthly surcharge factor which is applied to customer bills.
The mechanism is filed monthly and reviewed on a 6-month and 2-year basis by the
KPSC. Kentucky Utilities Company filed a similar application (Case No. 93-465) and
received a final KPSC Order on July 19, 1994.

History to Present of LG&E’s Environmental Compliance Plan

LG&E’s original plan and environmental surcharge were approved by the KPSC in 1995
(1995 Plan”) in Case No. 1994-00332. The plan included capital projects for sulfur
dioxide (SO,) removal systems, low nitrogen oxide (NOy) bumners, and fly ash.

On October 20, 2000, LG&E filed an amended plan (2001 Plan”) in Case No. 2000-
00386 to include one additional project necessary for the Company to comply with NOx
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and other emission limits mandated by the Environmental Protection Agency (“EPA”)
and the CAAA. On April 18, 2001 the KPSC issued an order approving the 2001 Plan.

As part of the KPSC’s 6-month and 2-year reviews (Case No. 2002-00193), LG&E began
using the base-current methodology to calculate the monthly ECR factor in which a
portion of the approved environmental projects are “rolled-in” to base rates. LG&E’s
jurisdictional environmental surcharge revenue requirement through Aprl 30, 2001 was
incorporated in the base period surcharge factor (“BESF”). This amount is then deducted
from current period surcharge factor (“CESF”) to determine the amount of the ECR to be
collected in the current billing month.

On August 12, 2002, LG&E filed an amended plan (2003 Plan”) in Case No. 2002-
00147 to include five additional projects required for environmental compliance pursuant
to the requirements in KRS 278.183. On February 11, 2003, the KPSC approved four of
the five projects for inclusion in the Company’s ECR surcharge. The project not
approved was denied without prejudice such that LG&E could refile at a later date when
costs are known with greater certainty.

As part of the LG&E Rate Case (Case No. 2003-00433), the capital & operating expenses
for the 1995 Plan which included 5 projects and were previously approved in Case No.
1994-00332, were included in the determination of base rates and removed from the
monthly ECR filing.

On December 20, 2004, LG&E filed an amended plan (“2005 Plan”) in Case No. 2004-
00421 to include seven additional projects necessary for environmental compliance. This
filing included the project previously denied by the KPSC in Case No. 2002-00147. On
June 20, 2005 the KPSC issued an Order approving the inclusion of the 2005 Plan in the
Company’s ECR Surcharge.

On April 25, 2006, the KPSC initiated a combined 6-month and 2-year review of
LG&E’s ECR. The KPSC issued an Order on January 31, 2007 approving the
incorporation, or roll-in, of $8,669,729 in environmental costs into base rates, with an
equivalent increase in the BESF to offset increases in base rates. Further, the January 31,
2007 Order revised the authorized rate of return to reflect actual cost of debt as of
February 2006 (the final month of the review case).

On June 23, 2006, LG&E filed an amended plan (“2006 Plan”) in Case No. 2006-00208
to include four additional projects necessary for environmental compliance. On
December 21, 2006 the KPSC issued an Order approving the inclusion of the 2006 Plan
in the Company’s ECR Surcharge.

History to Present of KU’s Environmental Compliance Plan

KU’s original compliance plan and environmental surcharge were approved by the KPSC
in 1994 (1994 Plan”) in Case No. 1993-00465. There were 15 capital projects associated
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with the 1994 Plan. The capital projects included a scrubber at Ghent Unit 1, ash pond &
precipitator enhancements, and other pollution control equipment.

On October 20, 2000, KU filed an amended plan (“2001 Plan”) in Case No. 2000-00439
to include two new pollution control projects necessary for the Company to comply with
NOx and other emission limits mandated by the EPA and the CAAA. On April 18, 2001
the KPSC issued an order approving the 2001 Plan.

On August 12, 2002, KU filed an amended plan (“2003 Plan”) in Case No. 2002-00146
to include one additional capital project as required for environmental compliance. The
project included was a modification to the ash pond dike at the Ghent generating system.
On February 11, 2003, the KPSC approved four of the five projects for inclusion in the
Company’s ECR surcharge.

As part of the KPSC’s 6-month and 2-year reviews (Case No. 2003-00068), KU began
using the base-current methodology to calculate the monthly ECR factor in which a
portion of the approved environmental projects are ‘“‘rolled-in” to base rates. KU’s
jurisdictional environmental surcharge revenue requirement through May 31, 2002 was
incorporated in the base period surcharge factor (“BESF”). This amount was then
deducted from current period surcharge factor (“CESF”) to determine the amount of the
ECR to be collected in the current billing month.

As part of the KU Rate Case (Case No. 2003-00434), the capital and operating expenses
for the 1994 Plan which included 15 projects and were previously approved in Case No.
1993-00465, were included in the determination of base rates and removed from the
monthly ECR filing.

On December 20, 2004, KU filed an amended plan (“2005 Plan”) in Case No. 2004-
00426 to include four additional projects necessary for environmental compliance. On
June 20, 2005 the KPSC issued an Order approving the inclusion of the 2005 Plan in the
Company’s ECR Surcharge.

On April 25, 2006, the KPSC initiated a combined 6-month and 2-year review of KU’s
ECR. By motion of the Company, the KU review period was modified and expanded to
correspond with the LG&E review period. The KPSC issued an Order on January 31,
2007 approving the incorporation, or roll-in, of $23,731,313 in environmental costs into
base rates, with an equivalent increase in the BESF to offset increases in base rates.
Further, the January 31, 2007 Order revised the authorized rate of return to reflect actual
cost of debt as of February 2006 (the final month of the review case).

On June 23, 2006, KU filed an amended plan (2006 Plan”) in Case No. 2006-00206 to
include five additional projects necessary for environmental compliance. On December
21, 2006 the KPSC issued an Order approving the inclusion of the 2006 Plan in the
Company’s ECR Surcharge.
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Process of Identifving Projects to be included for recovery in Monthly Reporting

Upon issuance of a KPSC Order approving the Companies’ new ECR Plan filing, the
detailed listing of projects shown in Appendix III is updated by the State Regulation and
Rates Department to include the detailed projects from the new ECR Plan filing. This
detailed listing is then provided to Energy Services’ Forecasting and Budgeting
Department to identify the AIP project number for each of the approved projects and to
track the initiation of the project. Finally, this listing of projects is provided to Property
Accounting to identify the monthly expenditures to include in the Monthly Reporting
filing made with the KPSC. No AIP projects are added or deleted without the consent of
the State Regulation and Rates Department.

Monthly Reporting

The KPSC, in its Order approving the plan, prescribes the required forms to be used in
the monthly filing for ECR surcharge. The forms currently used are identified below and
a set of the current forms is contained in Appendix IV (LG&E) and V (KU)

ES Form 1.00
Calculation of Monthly Billed Environmental Surcharge Factor (MESF) to be
applied to customer bills beginning with the identified billing cycle

ES Form 1.10
Calculation of Total E(m) and Jurisdictional Environmental Surcharge Billing
Factor (CESF)

ES Form 2.00
Determination of the component Revenue Requirements of Environmental
Compliance Costs including environmental compliance rate base, pollution
control operations expense, proceeds from by-product and allowance sales and
true-up adjustments for over/under recover of monthly surcharge due to timing
differences

ES Form 2.10
Plant in-service, accumulated depreciation, CWIP, deferred tax balance,
depreciation expense, and property tax expense for each Compliance Plan
project and for any retirements or replacements resulting from the
implementation of any projects

ES Form 2.30
Inventory of Emission Allowances

ES Form 2.31

Inventory of Emission Allowances (SO,) — Current Vintage Year, including a
separation between steam units and other power generation
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ES Form 2.32
Inventory of Emission Allowances (NOy) — Ozone Season Allowance
Allocation, including a separation between steam units and other power
generation

ES Form 2.33
Inventory of Emission Allowances (NOy) — Annual Allowance Allocation,
including a separation between steam units and other power generation

ES Form 2.40
O&M Expenses and Determination of Cash Working Capital Allowance

ES Form 2.50
Pollution Control — Operations & Maintenance Expenses

ES Form 3.00
Monthly Average Revenue Computation of R(m) including the determination of
jurisdictional allocation percentage

ES Form 3.10
Reconciliation of Reported Revenues

Six-Month and Two-Year Review Reporting

As required by KRS 278.183 the KPSC is required to perform 6-month and 2-year
reviews of the operation of the Companies’ ECR surcharge. Such reviews will include:

1. Recap of Billing Factors and Revenue collected through base rates

2. Recap of Environmental Compliance Rate Base
3. Recap of Operating Expenses
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III. Explanation of Forms

An example of each form for LG&E and KU listed below can be found in Appendices IV
and V, respectively.

ES Form 1.00

This form is linked to other worksheets and calculates the Monthly Environmental
Surcharge Factor (“MESF”). The MESF is calculated by taking the difference
between the Current Period Jurisdictional Environmental Surcharge Factor
(“CESF”) and the Base Period Jurisdictional Environmental Surcharge (“BESF”).
The MESF represents the monthly percentage which is applied to customer bills
as a charge or credit. The CESF is a compilation of the current monthly eligible
environmental equipment (not in base rates) as a percentage of the 12 month
average monthly retail revenue. The BESF represents KPSC approved
environmental projects incorporated into base rates and is fixed based on the two
year ECR review.

ES Form 1.10

The purpose of this form is to calculate the Environmental Surcharge Billing
Factor or the CESF. This form is formulaic and pulls data from various
worksheets within the file to calculate the CESF. The CESF is one component
used in ES Form 1.00 to calculate the MESF. There are two steps involved in
calculating the CESF.

The first step is to calculate the total revenue requirement which involves
determination of environmental rate base and operating expenses for each KPSC
approved ECR project. The Total Environmental Compliance Rate Base is
calculated on ES Form 2.00 and is divided by 12 to obtain the monthly rate base.
This amount is multiplied by the KPSC approved rate of return for each approved
ECR plan. The KPSC allows a return on Environmental Compliance Rate Base
which includes Net Plant, CWIP, Limestone Inventory and Emission Allowance
Inventory in excess of the amount included in base rates, Cash Working Capital,
Accumulated Depreciation, and Deferred Income Taxes. Next, the Pollution
Control Operating Expenses and the Gross Proceeds From By-Products and
Allowance Sales from ES Form 2.00 are added to derive the Non-Jurisdictional
Revenue Requirement. The formula for calculating the total revenue requirement
1s as follows:

Calculation of E(m)

E(m) = [(RB/12) (ROR + (ROR-DR)(TR/(1-TR)))] + OE - BAS, where
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E(m) Total Revenue Requirement
RB = Environmental Compliance Rate Base

ROR = Rate of Return on the Environmental Compliance Rate Base
DR = Debt Rate (both short-term and long-term debt)
TR = Composite Federal & State Income Tax Rate

OE = Pollution Control Operating expenses
BAS Total proceeds from by-product and allowance sales

il

Second, the CESF calculation is performed by multiplying the Non-Jurisdictional
Revenue Requirement by the Retail Allocation Ratio for the Current Expense
Month from ES Form 3.00 and adding in the monthly true-up adjustment and any
other monthly adjustments. This amount is divided by the Average Monthly
Retail Revenues excluding Environmental Surcharge Revenues for the 12 months
ending current expense month from ES Form 3.00 to derive the CESF. The
formula for calculating the CESF is as follows:

Calculation of Jurisdictional Environmental Surcharge Billing Factor

CESF = [(E(m)*RAR)+ADJ}/Retail E(m), where

CESF = Current Monthly Surcharge Billing Factor

E(m) = Total Revenue Requirement

RAR = Retail Allocation Ratio for Current Expense Month

ADJ = Adjustment for Over/(Under) Recovery for Monthly
True-Up

Retail E(m) = Average Monthly Retail Revenue excluding ECR

revenue for the 12 Months Ending with the Current
Expense Month

The CESF is one of two factors that are used in calculating the MESF on ES Form
1.00. The other factor or the BESF is a set monthly factor and remains in effect

until the completion of the 2-year ECR review case.

ES Form 2.00 - Revenue Requirements of Environmental Compliance Costs

This form calculates the individual components of the monthly ECR revenue
requirement and has the following four sections:

Determination of Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

Proceeds from By-Products and Allowance Sales

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to
Timing Differences

B =

Section One: Determination of Environmental Compliance Rate Base
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All data in this section is formulaic. Total rate base is calculated using
inputs from ES Forms 2.10, 2.31, 2.32, 2.33 and 2.40.

The sources of the data are Property Accounting and Utility Tax. The
primary determinants are:

1. Eligible Pollution Control Plant

2. Eligible Pollution Construction Work 1in Progress (CWIP)
excluding AFUDC

3. Addition to rate base: Inventory —Limestone and Emission
Allowances

4. Addition to rate base: Cash Working Capital Allowance

5. Addition to rate base: Unamortized Balance of Deferred Debit —
Mill Creek Ash Pond Dredging project (LG&E only)

6. Reduction to rate base: Accumulated Depreciation on Eligible

Pollution Control Plant

Reduction to rate base: Pollution Control Deferred Income Taxes

8. Reduction to rate base: Pollution Control Deferred Investment Tax
Credit (KU only, and beginning with KPSC Order in Case No.
2007-00178).

~

The above items are explained in detail in ES Forms 2.10, 2.31, 2.32, 2.33,
and 2.40.

To the extent that there is a level of inventory (limestone or emission

allowances) included in base rates, that level is deducted from the
determination of the environmental compliance rate base.

Section Two: Determination of Pollution Control Expenses

The data in this section is formulaic and is populated based on information
from ES Forms 2.10, 2.31, 2.32, 2.33, and 2.50 and dependent on the
approved ECR plan. This information is utilized on ES Form 1.10 in the
determination of the CESF.

The next step is the Determination of Pollution Control Operating
Expenses with a breakout of the following items:

Monthly Operations & Maintenance Expense

Monthly Depreciation & Amortization Expense
Monthly Taxes Other than Income Taxes

Monthly Insurance Amount

Monthly Emission Allowance Expense

Amortization of Mill Creek Ash Dredging (LG&E Only)

SO

Page 9 of 20



The above items are explained in detail in the sections for ES Forms 2.10,
2.31,2.32,2.33, and 2.50.

To the extent that there is a level of operation and maintenance expenses
(retirements, replacement, or emission allowances) included in base rates,
that level is deducted from the determination of the environmental
compliance rate base.

Section Three: Proceeds from Byv-Products and Allowance Sales

This section calculates the net proceeds from the sale of scrubber by-
products and emission allowances and is an offsetting credit to the
pollution control operating expenses in determining the environmental
compliance revenue requirement on ES Form 1.10. The Companies
receive emission allowance proceeds from the EPA annual SO, allowance
auction, typically in March — May of each year.

To the extent that there is a level of by-product proceeds or emission
allowance proceeds included in base rates, that amount is deducted from
any proceeds received in the current expense month for ECR recovery.

Section Four: Over/Under Recovery of Monthly Surcharge Due to Timing
Differences

The data in this section is entered based on data from two expense periods
prior to the current filing except for the Environmental Surcharge Revenue
for the Current Month which is formulaic and is from ES Form 3.00.

ES Form 2.10 — Plant, CWIP and Depreciation Expense

ES Form 2.10 calculates Eligible Plant in Service (PIS), CWIP, and Depreciation
Expense for all approved Compliance Plans for LG&E and KU. The source of this
information is the Property Accounting and Tax Departments.

The primary column headings for these forms are Eligible Plant in Service,
Eligible Accumulated Depreciation, CWIP Excluding AFUDC, Deferred Tax
Balance, Monthly Depreciation Expense, and Monthly Property Tax Expense.

A list of approved ECR projects, and corresponding AIP project numbers is
maintained by State Regulation and Rates with input from Energy Services
Forecasting and Budgeting. The Property Accounting Department tracks monthly
construction expenditures for all projects through the Oracle Fixed Assets System
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(OFAS) for all ECR approved projects. Construction costs are reported on ES
Form 2.10 as CWIP Excluding AFUDC. When the projects are complete,
Property Accounting reclassifies, or “unitizes” the assets from CWIP to Plant In
Service on the financial records of the Company, using OFAS. OFAS calculates
both monthly depreciation expense and monthly accumulated depreciation
balance for each asset. The FERC accounts for Plant in Service, CWIP,
Accumulated Depreciation, and Monthly Depreciation are 101, 107, 108, and 403.

Deferred Tax Balance is the accumulated tax effect of the difference between
accelerated tax depreciation and straight-line book depreciation. The deferred tax
balance is a reduction to ECR rate base and changes monthly. The current
deferred tax balance is calculated in the Property Accounting ECR project
spreadsheet and is verified by the Utility Tax Accounting Department and by
State Regulation and Rates.

Monthly Property Tax Expense for each project is calculated by the Utility Tax
Department, is based on prior year net book value, and changes only at the
beginning of a calendar year. Upon approval of an amended compliance plan,
monthly property tax can change at times other than the beginning of the calendar
year, to reflect the additional approved projects.

The data for the current expense month is entered on the appropriate line items on
ES Form 2.10. This information is utilized in the calculation of rate base and in

the determination of pollution control operating expenses on ES Form 2.00.

ES Form 2.30 — Inventory of Emission Allowances

ES Form 2.30 summarizes the Inventory of Emission Allowances for the current
year through the latest year in which EPA allocations are received. Please refer to
the discussion of ES Forms 2.31, 2.32, and 2.33 for details related to emission
allowance tracking and accounting procedures.

ES Forms 2.31, 2.32, 2.33 — Inventory of Emission Allowances — SO,, NO, Ozone
Season, and NO, Annual

ES Forms 2.31, 2.32, and 2.33 report current monthly allowance usage and
inventory balances. The beginning inventory plus allocations and purchases less
monthly utilization and allowance sales determine ending inventory. The monthly
allowance utilization 1is separated between Steam Power & Other Power
Generation. Cost recovery related to other power generation (Combustion
Turbines) is disallowed.

Allowances are allocated to each steam unit in operation as of the effective date of

the Federal regulations governing air emissions. Sulfur dioxide emissions are
allocated to steam boilers in operation as of November 15, 1990. Emissions from
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each source are tracked and recorded. Monthly emissions are reported to a Senior
Engineer who analyzes the data, commits allowances to match emissions, and
tracks remaining allowance inventory levels by plant. Monthly allowance usage is
provided to the Regulatory Accounting and Reporting department, who then
calculates the dollar value of the allowances used. For general ledger purposes,
allowance quantity, inventory balance and monthly expense, calculated at average
cost per allowance, are maintained by the Regulatory Accounting and Reporting
department. (For EPA reporting purposes, allowance inventory and usage is
maintained by the Environmental Affairs Department.) Regulatory Accounting
and Reporting prepares a schedule of beginning inventory balances, EPA
allocations, purchases, usage and sales for each allowance type. This allowance
data is reported on ES Forms 2.31, 2.32, and 2.33; ending allowance and dollar
balances are carried to ES Form 2.30 from the more detailed ES Forms 2.31, 2.32,
and 2.33. The allowance inventory value, net of the amount included in base rates,
is an addition to rate base, and is maintained on the Company’s books in FERC
Account 158.

ES Form 2.40 — O&M Expenses and Determination of Cash Working Capital
Allowance

ES Form 2.40 is used to calculate Cash Working Capital, using the PSC-approved
1/8 formula. The KPSC approved method of calculating the Cash Working
Capital Allowance is to take 1/8™ of the 12 month O&M expense. Current O&M
expenses are carried from ES Form 2.50; prior 11 months expenses are carried
forward from previous monthly filings. Cash Working Capital is carried to ES
Form 2.00 and is an addition to Rate Base. .

ES Form 2.50 — Pollution Control — Operations & Maintenance Expenses for
Current Month

ES Form 2.50 is used to calculate the O&M expense for all approved Plans.
Recoverable expense is reported separately by plant and by Plan. KU’s 2001 Plan
recovers O&M expenses associated with NOy reduction at Ghent Units 1, 3, and
4; LG&E’s 2001 Plan recovers O&M expenses associated with NOy reduction at
Trimble County and at Mill Creek Units 3 and 4. KU’s 2005 Plan recovers O&M
expense associated with SO; reduction at the Ghent (Units 2, 3 and 4) and Brown
plants; LG&E’s 2005 Plan recovers O&M expenses associated with SO,
reduction at Trimble County and ash pond dredging at Mill Creek. Both
Companies’ 2006 Plan recovers O&M expenses associated with mercury
monitoring at all coal-fired stations and with SO; abatement at all units that
currently or are scheduled to use SCRs in conjunction with wet scrubbers.
Additionally, KU’s 2006 Plan recovers O&M expenses associated with an SCR
under construction at Ghent Unit 2. The current month expenses are those
recorded on the Companies’ general ledger in accounts 506104, 506105, 512101,
5020006, 512005, 506109, 512102, 506110, and 512103 for specific units and
plants as authorized by the KPSC. All expenses are recovered subject to a
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reduction for any amounts included in current base rates. In addition, LG&E is
allowed O&M recovery on the monthly amortization of the costs incurred in
dredging the Mill Creek ashpond as approved in the 2005 Plan. The total
expenses calculated are carried to ES Form 2.40 (for Cash Working Capital) and
ES Form 2.00 (for total OE)..

ES Form 3.00 — Monthly Average Revenue Computation of R(m)

ES Form 3.00 computes the average monthly revenue for the most recent 12
month period using base rate, fuel clause revenues, demand side management,
STOD program cost recovery factor, ECR revenues, and for KU only, CSR
credits and revenues from off-system sales. Average monthly jurisdictional
revenue for the 12-month period excluding ECR revenues (Jurisdictional R(m)) is
carried to ES Form 1.10. Monthly revenue on Form 3.00 is carried from inputs on
Form 3.10; prior months are carried from previous monthly filings.

ES Form 3.10 — Reconciliation of Reported Revenues

The purpose of this form is to reconcile total company revenue as reported on the
financial statements to total company revenue for ECR purposes. ES Form 3.10
categorizes company revenues into the following three areas:

o  Kentucky Retail
o  Non-Jurisdictional
o  Reconciling Revenues

Kentucky Retail Revenue

Kentucky Retail Revenue for ECR purposes includes base retail, fuel clause,
demand side management, STOD program cost recovery factor, and ECR
revenues, and for KU only, CSR credits. This information is provided by the
Revenue Accounting Department.

Non-Jurisdictional Revenue

Non-Jurisdictional Revenues includes, for KU only, Tennessee, Virginia, and
municipal revenues. Additionally, non-jurisdictional revenues include, for both
Companies, revenue from off-system sales and intercompany sales. Non-
jurisdictional revenue is carried to ES Form 3.00 and is used to calculate the
jurisdictional allocation factor. The jurisdictional allocation factor is carried to
ES Form 1.10 and determines the portion of total ECR revenue requirement that
will be billed to each Company’s Kentucky retail customers.

Reconciling Revenues

This section represents the items that are excluded from total ECR revenue and
includes brokered revenues, unbilled revenues, rate refunds, and merger surcredit
and VDT revenue credits. The Revenue Accounting department provides all
inputs for ES Form 3.10.
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IV. Data Input and Data Source

The monthly ECR filing is due to the KPSC offices 10 days prior to the start of the
upcoming billing cycle. A timeline of data input requirements is shown in Appendix VI
along with a sample of the filing date requirement with the effective billing cycle dates.

1. The ECR files are located on the departmental drive in a folder called
“Environmental Surcharge Report Monthly Filings” in the respective companies
by year and month. For example, the file path for the January 2007 KU filing 1s:
drive:/Environmental Surcharge Report Monthly Filings/KU/2007/ KU ECR
2007-01 March 07 Service.xls. If, for any reason, a monthly filing is resubmitted,
the file name is amended with the refiling date.

Open up the previous month file and save it as the current month file.

Data input occurs in selective cells in ES Forms 1.00, 1.10, 2.00, 2.10, 2.31, 2.32,
2.33, 2.50, and 3.10. The majority of the filing is linked to other cells within the
report, thereby eliminating duplicate data entry. The data that requires updating is
listed below in each form. Data which needs to be updated is noted with blue text
in the appropriate cells.

W

ES Form 1.00

1. Update the current expense month

2. Update the Effective Date for Billing based on the Meter Reading Schedule
supplied by Revenue Accounting (See sample contained in Appendix VI)

3. Update the Date Submitted with the filing date

After the filing has been reviewed, the Manager, Rates signs this form.

Data sources: ES Form 1.10

ES Form 1.00a

This form is formulaic and is signed by the preparer and another member of the State

Regulation and Rates Department who verifies the calculations. This form is not part of
the information that is filed with the KPSC.

Data Sources: ES Forms 1.00 and 1.10

ES Form 1.10
This form is formulaic.

Data Sources: ES Forms 2.00 and 3.00
ES Form 2.00

All sections of this form are formulaic except for the section for By-Product and
Allowance Sales, and Over/Under Recovery section which is updated as follows:
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1. From the filing made two months prior to the current filing enter the MESF, the
Net Jurisdictional E(m) and update the month.

Data Sources: ES Forms 2.10, 2.31, 2.32, 2.33, 2.40 and 2.50

ES Form 2.10

Data received by Property Accounting from Energy Services Forecasting and Budgeting
is used to calculate monthly PIS, Accumulated Depreciation, CWIP, Deferred Tax,
Monthly Depreciation, and Monthly Property Tax expenditures. Data for ES Form 2.10
is linked to worksheets within the spreadsheet.

1. The ECR files for Property Accounting are located on the departmental drive,
(propacct on ‘fs10’) in a folder called “ECR-LG&E and KU” in the respective
companies by year and month. For example, the file path for the January 2007
LG&E filing is: I/ ECR-LG&E AND KU / LGE ECR FILES / LGE ECR 2007 /
LGE ECR Filing January 2007 .xls.

2. Open up the previous month file and save it as the current month file.

3. Data for the ES Form 2.10 are linked from worksheets in the file. Data entry
procedures are as follows:

a. Column 1 of the form contains the Plan Year and description of the ECR
project. This description is the same wording for the project as outlined in
the KPSC order approving the ECR plan.

b. In the determination of “Eligible Plant in Service”, all ECR Project
addition numbers come from the worksheet “Recalculation”. Once an
ECR project is completely unitized this number will not change. (There
may be several AIP projects to one ECR Project.) Projects are added to
this worksheet as they are unitized and the dollars move from CWIP to
PIS. All AIP projects related to one ECR project are summed together.
ECR project retirement numbers also come from the worksheet
“Recalculation”. Once all retirements are made relating to an ECR
project, this number will not change. This worksheet is updated as
retirements are made in conjunction with the addition project.

c. Column 3 “Eligible Accumulated Depreciation” — For the addition
projects, the accumulated depreciation number comes from the worksheet
“Recalculation”. This number is calculated by multiplying the addition
cost by the depreciation rate, dividing by 12 to obtain a monthly rate, and
then adding this amount to the previously accumulated depreciation
amount. (Use % for the first month’s depreciation). These numbers will
change every month. All AIP projects related to one ECR project are
summed together. ECR project retirement numbers also come from the
worksheet “Recalculation”. This number is calculated by multiplying the
cost times the depreciation rate, dividing by 12 to obtain a monthly rate,
and then multiplying this amount times the number of months from the in
service date of the asset retired to the latest rate case date (Currently
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09/30/2003). (Again, use ¥ for the first month’s depreciation). Once all
retirements are made relating to an ECR project, this number will not
change.

Column 4 “CWIP Amount” — Amounts for this column come from the
worksheet “CWIP Balance”. An Oracle Discoverer report is ran to
determine the CWIP amounts for each eligible ECR project through the
current month. In the case of KU, the amount related to AFUDC is also
determined. These amounts are entered onto the “CWIP Balance”
worksheet. The AIP projects relating to the approved ECR projects are
determined by reviewing the Generation Services monthly file.

Column 5 “Eligible Net Plant in Service” — This column is the total of the
column 2 minus column 3 plus column 4.

Column “Unamortized ITC” (KU Only) is currently blank. No current
ECR projects have ITC calculated. The Tax Department is responsible for
notifying Property Accounting if a project has ITC calculations.

Column “Deferred Tax Balance” — Amounts for the ECR addition projects
come from the worksheet “Recalculation”. These numbers are calculated
at the beginning of the year and each time a new addition is added.
Property Accounting uses the existing pattern to make these calculations.
These numbers have to be approved by the Tax Department. The amount
is determined by subtracting the accumulated book depreciation from the
accumulated tax depreciation and multiplying the result times the
combined federal and state tax rates. This number is divided by 12 to
obtain a monthly amount. This monthly amount is then added to the
previous month’s deferred tax total. The amount for the ECR retirement
projects come from the worksheet “Recalculation”. The amount is
determined by subtracting the accumulated book depreciation from the
accumulated tax depreciation and multiplying the result times the
combined federal and state tax rates. This amount does not change.
Column “Monthly Depreciation Expense” - For the addition projects, the
accumulated depreciation number comes from the worksheet
“Recalculation”. This number is calculated by multiplying the cost by the
depreciation rate, divided by 12 to obtain a monthly rate. (Use ¥, for the
first month’s depreciation). ECR project retirement numbers come from
the worksheet “Recalculation”. The number is calculated by multiplying
the cost times the depreciation rate, divided by 12 to obtain a monthly rate.
Column “Monthly Property Tax Expense” — Amounts for this column are
calculated by using the prior year’s ending “Eligible Net Plant in Service.”
The “Eligible Net Plant in Service” for an ECR project at year end (Plant
in Service minus Accumulated Depreciation plus CWIP) is multiplied by
the property tax rate. This amount is divided by 12 to obtain the monthly
amount reported. Property Taxes for ECR Retirements are calculated by
multiplying the tax rate times the net plant at the time of the retirement.
(Plant in Service less Accumulated Depreciation). The Tax Department
reviews and approves each of these calculations. These numbers do not
change during the current year.
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4. The State Regulation and Rates Department enters the Eligible Plant in Service,
Eligible Accumulated Depreciation, CWIP Amount Excluding AFUDC, Deferred
Tax Balance, Monthly Depreciation Expense and Monthly Property Tax Expense
into the appropriate fields by capital project.

Data sources: The Energy Services Forecasting and Budgeting monthly report lists the
projects that have been approved for ECR recovery per the KPSC order. The data for
Eligible Plant in Service is obtained from the Fixed Asset Module (“FA”) in Oracle as the
project is unitized to Plant in Service and is input by the Property Accounting
Department. Accumulated Depreciation is a manual calculation using current
depreciation rates. CWIP figures are obtained from the Project Accounting Module
(“PA”) in Oracle. Monthly Depreciation is a manual calculation using current
depreciation rates. Deferred Taxes and Monthly Property Tax Expense are calculated
annually by the Property Accounting Department using established formulas and
reviewed by the Tax Department. The calculations are based on year end values for the
upcoming year and are done in Microsoft Excel. Property Tax expense remains level
throughout the year. The Deferred Tax Balance changes monthly due to depreciation and
as additional project expenditures move from CWIP to Plant in Service. This data is input
into an Excel spreadsheet which is linked to Form 2.10 and forwarded to the State
Regulation and Rates Department.

Note: The costs associated with the projects classified prior to Oracle 11i
implementation, were not loaded into the PA of Oracle. As a result this process
cannot be automated. Additionally, the Fixed Assets Module (“FA”) has asset
numbers and original costs, but does not have depreciation amounts by asset. KU
& LG&E use the group method for depreciation purposes, therefore, to get the
depreciation for a given asset requires a manual calculation. The ECR is
calculated based on project totals and not individual assets.

ES Form 2.30
This Form is formulaic.
Data Source: ES Forms 2.31, 2.32, and 2.33.

ES Form 2.31, 2.32, and 2.33

1. Update the Beginning Inventory allowances and dollars, if applicable.

2. Update the quantity and dollars, if applicable, for any monthly Allocations or
Purchases

3. Update the monthly Steam Power & Other Power Generation allowances and
dollars, if applicable, utilized for the month.

4. Update the quantity and dollars, if applicable, associated with monthly allowances
that were sold.

Data Source: Each month, Regulatory Accounting and Reporting receives the current
month commitments from an Environmental Engineer in Environmental Affairs. An
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average price is calculated each month by dividing the prior month ending inventory
dollars by the prior month ending inventory units. The current month commitments are
multiplied by the average price to arrive at a utilized price for the current month. The
current month commitments are then added to the beginning inventory to get a new
ending inventory. This calculation is done for the monthly journal entry by the end of the
4th working day. This ending inventory is recorded on the Current Year line of ES Form
2.30. Combustion Turbine (“CT”) inventory is recorded separately from steam inventory
and CT allowance usage is excluded from recovery. Anything out of the ordinary for the
current month is recorded in the Comments and Explanations column. This form is also
updated annually to account for the new vintage year’s allowances. Once completed, this
form is emailed to the State Regulation and Rates Department by the end of the 10th
working day. For allowances for which there is no financial inventory, Rates and
Regulatory receives the current month commitments and monthly ending inventory from
an Environmental Engineer in Environmental Affairs

ES Form 2.40
1. Select the data from the 10" Previous Month through the Current Month.
2. Copy & Paste the data into the cell for the 11" Previous Month and the data will
be pasted into all the cells except for the Current Month.
3. The current month O&M Expense pulls data from ES Form 2.50.

Data Source: ES Form 2.50.

ES Form 2.50
1. Enter the current month O&M Expense for the approved projects.

Data Source: The information for this Form originates in Oracle and is obtained by an
Accounting Analyst in Regulatory Accounting and Reporting running a Discoverer report
for the O&M projects that have been approved. Once a project has been approved for
recovery, the State Regulation and Rates Department notifies the Regulatory Accounting
and Reporting Department. Once we start incurring expenses on these approved projects
(this could be months or a year after the project is approved) Energy Services Forecasting
and Budgeting or State Regulation and Rates will notify Regulatory Accounting and
Reporting that the charges have started and also whether the charges can be run by
account or a project and task. These amounts are broken out by plant. For Account
502006-Scrubber Operations and Account 512005-Scrubber Maintenance, Trimble
County is the only plant to date with recoverable charges for LG&E. The increased use
of limestone beyond the level currently indicated in base rates due to costs associated
with the Trimble County 1 FGD Project 16 is recoverable. To calculate this amount, take
1/12th of the limestone expense included in current base rates and subtract the monthly
actual amount. The difference is eligible for recovery. Once completed, this form is
emailed to the State Regulation and Rates Department by the end of the 10th working
day.

ES Form 3.00
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. Update the column containing the months with the most recent 12 months.

Select data from the second to last oldest month for Base Rate, Fuel Clause,
DSM, STOD and Environmental Surcharge Revenues and paste the data into the
cells for the 11 months prior to the current month.

Repeat Step 1 for the Total Including the Off-System Sales Column

Update the Month column with the current month. The current month data is
linked to data in Form 3.10.

Data Source: ES Form 3.10

ES Form 3.10

1.

The base revenue by revenue class for LG&E is calculated by Revenue
Accounting utilizing a spreadsheet. The billed revenue by class and component
are input into the spreadsheet from the Sales by Rates CIS report. Base revenue is
then adjusted by the amount of the July 2005 FAC roll-in (removing this amount
from base revenue total and added it to the FAC total). This adjustment is shown
on the spreadsheet to facilitate reconciliation to CIS and the Oracle general
ledger.

The following data input is utilized by the KU Revenue Accounting Department to
produce ES Form 3.10.

2.

5.

CIS Report CA7680, Environmental Surcharge-Monthly Average Computation
(ES Form 3.00) is generated from CIS on the evening of the second business day
of the month. When this report was originally designed, all data that was needed
to be reported on ES Form 3.00 of the ECR billing factor filing existed in CIS.
This report was ES Form 3.00. In the present, however, there are other items
recorded to the G/L outside of CIS, so State Regulation and Rates must adjust
certain numbers on the CIS-generated report to get the actual ES Form 3.0 used in
the monthly ECR billing factor filing.)

CIS Report CA7120A, Bill Frequency Report, is generated from CIS on the
evening of the second business day of the month. It details monthly billed
revenue data by CIS rate code at various levels of usage. It concludes with a
summary of monthly billed revenue data by tariff.

Monthly billed demand, energy and customer charge revenue for KU is gathered
on the third business day of the month and provided to State Regulation and Rates
for use in calculating the monthly ECR over-/under-recovery status. Sales to TN
customers, as well as revenues associated with the Company’s curtailable service
rider (CSR) are noted so that they may be subtracted from these revenues since
these items are not subject to the ECR mechanism

This spreadsheet is prepared on the fourth business day and shows monthly

unbilled revenue accrual totals (§ and MWH) by company (i.e. KU and ODP) by
revenue class. A running history of monthly unbilled revenue accrual totals are
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on this report which allows for easy calculation of net unbilled revenues for any
time period (e.g. monthly, quarterly, year-to-date, etc.)

6. The LG&E/KU Revenue Volume Analysis is prepared and reviewed monthly by
the Revenue Accounting Department. The Revenue Volume Analysis is
completed on the 6" business day and then shared with the State Regulation and
Rates Department.

7. For LG&E, the Reconciliation of Reported Revenues for LG&E is run from
Oracle Financial Management System (OFMS) by the State Regulation and Rates
Department and KU is provided by the Revenue Accounting Department. The
data is input into all cells except for the Base Rate line item which is a
calculation.

Data Source: The data used for this form is obtained from OFMS and the Revenue
Accounting Department. The sources of the data are the Customer Information System
(CIS), selected accounts from the General Ledger Trial Balance, and OFMS. The
Reconciliation of Reported Revenues for LG&E is run from OFMS and KU is provided
by the Revenue Accounting Department. As of February 2006 a facsimile of ES Form
3.10 is printed directly from Oracle by the State Regulation and Rates Department.

A flow chart for the ECR filing process is shown in Attachment 1. This flow chart

outlines the establishment of approved projects and the flow of data across departments
for the development of the monthly ECR filing.
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APPENDIX 1

278.183 Surcharge to recover costs of compliance with environmental requirements for coal
combustion wastes and by-products -- Environmental compliance plan, review and
adjustment.

(1) Notwithstanding any other provision of this chapter, effective January 1, 1993, a utility shall
be entitled to the current recovery of its costs of complying with the Federal Clean Air Act as
amended and those federal, state, or local environmental requirements which apply to coal
combustion wastes and by-products from facilities utilized for production of energy from coal
in accordance with the utility's compliance plan as designated in subsection (2) of this
section. These costs shall include a reasonable return on construction and other capital
expenditures and reasonable operating expenses for any plant, equipment, property, facility,
or other action to be used to comply with applicable environmental requirements set forth in
this section. Operating expenses include all costs of operating and maintaining environmental
facilities, income taxes, property taxes, other applicable taxes, and depreciation expenses as
these expenses relate to compliance with the environmental requirements set forth in this
section.

(2) Recovery of costs pursuant to subsection (1) of this section that are not already included in
existing rates shall be by environmental surcharge to existing rates imposed as a positive or
negative adjustment to customer bills in the second month following the month in which
costs are incurred. Each utility, before initially imposing an environmental surcharge pursuant
to this subsection, shall thirty (30) days in advance file a notice of intent to file said plan and
subsequently submit to the commission a plan, including any application required by KRS
278.020(1), for complying with the applicable environmental requirements set forth in
subsection (1) of this section. The plan shall include the utility's testimony concerning a
reasonable return on compliance-related capital expenditures and a tariff addition containing
the terms and conditions of a proposed surcharge as applied to individual rate classes. Within
six (6) months of submittal, the commission shall conduct a hearing to:

(a) Consider and approve the plan and rate surcharge if the commission finds the plan
and rate surcharge reasonable and cost-effective for compliance with the applicable
environmental requirements set forth in subsection (1) of this section;

(b) Establish a reasonable return on compliance-related capital expenditures; and

(c) Approve the application of the surcharge.

(3) The amount of the monthly environmental surcharge shall be filed with the commission ten
(10) days before it is scheduled to go into effect, along with supporting data to justify the
amount of the surcharge which shall include data and information as may be required by the
commission. At six (6) month intervals, the commission shall review past operations of the
environmental surcharge of each utility, and after hearing, as ordered, shall, by temporary
adjustment in the surcharge, disallow any surcharge amounts found not just and reasonable
and reconcile past surcharges with actual costs recoverable pursuant to subsection (1) of this
section. Every two (2) years the commission shall review and evaluate past operation of the
surcharge, and after hearing, as ordered, shall disallow improper expenses, and to the extent
appropriate, incorporate surcharge amounts found just and reasonable into the existing base
rates of each utility.
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(4) The commission may employ competent, qualified independent consultants to assist the
commission in its review of the utility's plan of compliance as specified in subsection (2) of
this section. The cost of any consultant shall be included in the surcharge approved by the
commission.

(5) The commission shall retain all jurisdiction granted by this section and KRS 278.020 to
review the environmental surcharge authorized by this section and any complaints as to the
amount of any environmental surcharge or the incorporation of any environmental surcharge
into the existing base rate of any utility.

Effective: July 14, 1992
History: Created 1992 Ky. Acts ch. 102, sec. 1, effective July 14, 1992,
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APPENDIX II
Amended Plan Composite Exhibits
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Detailed Approved Project Listing



6J0 1 988
111 x1puaddy

Juawysiqingey |eINoNS SHAS 0L 685LZ1 500-80-0L
wswoeoeidey Buidid dwind eppAosy 51 88512 800-20-01
JUBLIYSIGINIOY BINPOW 19qaNIdS DL /8G1ZL 100-20-01 1-01 wewysingey 494 £4-397
uoisuedx3 YPUBTHD  9CLLiL 0L0-AW-YD HO gpuel  z1-397
WV, Woishg Buipro USY 1ISM OIN 626121 €10-90-DW
&, WalsAg Buipeo usy ISM O 0GvLLL 210-60-ON
(403) uoisuedx3 ypue T DN 29/2)1) L00-G0-DIN ON pupuel  11-397  UBd S00C
$9€ %8810 N - SAel) 190I0SQY D4 09€.01 O ‘€O eweoueyuy WeIsAS 094 01-397
3oouD N - WelsAS I1sleM loMIBRID  €0.2LE %8810 [N WeisAg el dn-odely 094 6-391
lojgldioeid ysigingay G uny sued  /g9pll G40
(P18 .v.) iojendioald ysiqungey € 38810 [N 9¥091 1 £ON
(epiS .g.) 101e)dIoBId ysiainiey € 39810 1IN 098€0L EON
loendinald ysiainey ¢ ¥eaID N 662101 £/2-ON siojejdosid ongisonos|y  g-397
MIOMIONG 18AN0 A9 ENBBID N LG09LE CONW
UOISIBAUOD YOBIS 19M ¥ Y0010 I L1901 L yOW
UOISIBAUOD YOBIS 1I8M £48810 N 919011 £ONW
UOISIBAUOD YOBIS J9M Z eRID [N GL90LL ZONW
UOISIBAUOD YOBIS 19M | o8I0 N €190 1 LOW UOISIBAUOD YORIS I8M N8B0 N 2-3D71  UBld £002
wewsoe|day 1sAIBD 131 686111 1oL
awoaoe|day 15410 YO 919211 YOW
awsoeidey 1sAlBIBD €O 0£S0Z1 SOW
taddon ysy pue sued O XON 39971 0Z4i2l $ON
syyseq Jelesy Y 01 S¥2igl 1oL
¥ON PUB €O "L 01 J0) SHOS pue juawdinba XON 28120} snouep wswdinb3 joNnuoD XON PUE YOS 9-397  UEld 1002
uondinsaq jo0afoud JaquinN JaqunN junaueld Anjioed jon3uon laquinN
j009loid jo9ys-1 300foud
div P E!

sjoafoad jeyden

s1o9loud ¥93 paroiddy 9Sd)Y Auedwos o11309[3 pue sec) a|IASINOT



630 7 98ed
I11 x1puaddy

uonebiN €OS YOW 659221 7O
uonebmy €OS €OW 099221 £-OW uonodafu|weqiog  61-397
dsS3 1M
andem
asnoy Beg Jsyji4 ouqe
uonoslu} awi pejelpAH
cozom_.c_ uogied pPIaIBAIDY PaZUBAING
ds3a Ag
HoS
:Buipnppul SOV 201 ¥891Lgt Z-0L SO0V 2Ol 81-397  ue|d 9002
1 yun Aunog ajquiit] e sjuswaacidwi 18qqnIds  €v6E6LE 1-OL uswseoueyUl 094 91-397
jdey Buiu] 1ong pue sINPop SHAS GO 629121 080-80-1D
usweoe|day Japest Aeidg 8InpolN SUAS SO 8291¢1 ¥20-50-40
WeIsAS USBAA PUD POXI4 SHAS GHO  L291Tt 06-90-40
wewaoeidey Buidid 810409 SHAS GHYD  9291¢L 07-90-4D
Juawsoelday Jaur] diund 8100y 64O BELBLL 0G61-G0-¥D G40 wswysiquney 494 §1-3971
uawsaoeidey YUBL SHAS ¥D  G291TL 084-60-40
elid 1eg ddS 94D L¥B0ZL 051-60-4D
Buiuil-ey 9INPON SHAS 9D ¥29le) 060-60-HD
Juswsdeiday YoMIONG SHAS 9HD €291t 0£0-60-4D
swaoejday yuel SHAS 94D PELBLL 0S1-20-HD
jdoy Buibbe p uoneinsuy 19nQ 191U SHAS 9HD 041-20-4€D
uswaoe|day ayey JBuddIYL SHAS 94D 001L-£0-MD
yuewaoe|day julor uoisuedx3 SYAS 9D 1GiZTL 090-20-¥D
juswadelday Buidid S¥AS 94D 8EL8LL 0¥ 1-G0-¥D
juswadeday uoiAsyD JojRUIMILT ISIN SHAS 94D G9Lict 0€1-G0-HD 9-40 uswysigingey 04 v1-397
wswoeoelday Buidig dwnd sphosy D1 16GLEL 900-60-01
JusLIYSIGINiSY SINPON 18GanIds DL 068G1Z1 G00-60-0L%
:O_un_._ommﬂ uum_.o._n_ BquinN JaquinN junueid >u=_omu_ joJjuod J9QUINN
joefoid jeays-1 193foid
div o3

sjo9lo.d |eyden

sy103loid Y93 paroiddy 9SdM Auedwo) o1309|3 pue seo) 3||IASINOT



630 ¢ 98ed
111 x1puaddy

SIOlUOW slenolled YO Z1LBSLL £00-60-S9O P-ON
SIONUOW 8jejnoiled gDIN 918SEHL ¢00-G0-S© £-ON
SI0jUOW 81eindiled 2O GLBSLE 4100-50-SD Z-ON
SIOjUoO |jenoied LOW  vLBSE: L-OW SI0JIUC S18[noilied 12-391
Buuoyuop Ainosely SW3ID 95922t 010-90-SO  sHun [200 Iy
apeibdn ygd/uoIsIA %0BIS SN3D  GG6LTE 600-90-SD  SHun [2OD i
apeibdn se6607 e1BQ SNTD 921121 €00-90-SO  suun |eod Iy siojuopy Anosely - 02-397
uonebmiN €OS 1OL 082221 1-0L1
uonduosag 3oafoid JAqUINN JaquinN nunaue[d Ajjioe4 jo1juon Joquinpn
yosfoid j9oys-1 joafoud
div ¥03

sjoaloid |eyden

sjo8loid ¥93 panroiddy HSdM Auedwio) oL1309|g pue Seo 3]|IASINOT



6J0 t 98ed

111 xtpuaddy
uonesedQ uopos(fu Jusgiog 601905 ON } Auno) ejquui L
souBULUIRY UORDB(U| JURQIOS 2olcLs ON R 881D N
uonesadQ uonoslu| Jueqios 601906 ON 8 € 39310 N uopoelul ueqios  1-397 uejd 9002
Ajuo syun |eog woy asusdxs ON SHUN [BO3 |IY SSOUBMOJY UOISSILT ZOS  21-397
aouBMO|Y UoISsIWg 20S : RS ©
aouBUSBIUIBRI JOQQNIOS G00ZLS
suoneladQ Jeqqniog 90020 S8A 1 Aunod sjquiny uswsdueyul 494  91-d971
Buibpaig puod Usy  HOIHSVYOW ON 981D 1N liypueT 1-397 ueld s00¢
Aionoosy WRC ON  UBId £00¢
aoueUSIUIEIN XON LOLZLS ON L Auno) ajqui L
PO go1908 oN 1 Aunog siquiu L
pue JogeT] -- uonessd) XON :
$8|qewWnNsSuU0y -~ uoiessdp XON $0190S ON 1 Alunog ejquily)
soueuBUBIN XON 101218 ON ¥ 8 € 398ID IIN
1BYI10
pUE 10gE ~ UoneIsd0 XON 501905 ON ¥ €48210 N
se|gewnsuo) -- uoleldado XON ¥01905 ON ¥ '8 €933 [N wswdinb3 |04U0D XON PUB HOS  9-391 ueid 1002
uondumosaq 3o3foid JuUno29y sojey aseg uunaue|d Ajijioe4 j003U0D laquinN
asuadxg ul papnjout 109load
W20 junouwry o} bR E!
U ENTES LT

soueuajule pue uonesadQ

syoaloid Y93 paroiddy 9S5dM Auedwon o11393|3 pue ses) d||IASINOT



630 G 98ed
111 x1puaddy

souBUSIUIRI SIONUOW AINdtoi
uonesadQ sioyuop Anotsiy
3oUBUBIUIBI SIOJUOW AINDJa
uoneiadQ siojuop Anolen
aoueuSiUB Siojuop Anoisy
uoneladQ sioyuopy Anocian

aouBUSUIEY UOROB(U] JUBQIOS

€0iels

011906

€012LS

01190G

AT AR

01190G

[AN Y43

ON

ON

oN

ON

ON

ON

ON

| AunoD ejquilit
1 AunoD ejquili}
uonels 3813 1IN
uonels 3es1d HIN
uoieIg uny aued
uonels uny sue)

| AunoD ajquuti

SIONUON Aundisiy

0¢-391



630 9 93ed
111 x1puaddy

ds3 Mg
HOS
:Buipnjoul SOOV 201 68912 Z-0L SO0V ZOL €z ue|d 9002
uowwio) a4 6S96L1 e
gao4yg 0120zt umoug
swdinbs QD4 uowwo) uokelS WBYD  6020¢H weyn
aod ¥ HO 802021 $-HO
aodeHO  16Z8LlL £-HO
a942HD 296644 L-HS sao4  Leml
(403) go uoisuedx3g puod ysy M9 L966LL  100-80-¥9
(403) 20-60 Buuesuibuz dx3 puod Usy 9 196614  100-G0-YE umolg (1 oseyd) uiseg waunesit yYsy  0Z-NH
sduing 191s00g Usy HO  66GiL2l  820-G0-HO
yuswaoeidey adid usy vHO /66121
wewaoeiday adid Usy ¢HD 966121
juswase|dey adid USY ZHD 865121
ewoeoelday adid UsY LHD  60902F  9S0-GO-HD wayo wswdinby BulpueH ysy  61-NM Ue[d §00Z
Z 9SByd puod Usy Jusys  0Sv0LL weys uoneAsig Il PUOd Ysy  8L-MM U £00¢
wewoeoelday 1sAle1RD YHO  $6SLZL #-HO
juswaoe|day 1SABIBD EHO  €6G12) £-HO
wowseoeday 1sABIRD LHS 119021 L-HO
¥ HO PUB ‘g HO ‘| HO 10§ SHOS pue [ojuo) XON 86101 snoueA wawdinbg joNUo) XON PUB HOS 21N
slauing Mol p Uy 96292 P-HO
SJeuINg XON MOj ZJUBYyD  LEOEZ Z-HD sjauInNg XON MO paoueApy  94-MM  Ueld L006Z
:O_uatowmﬁ uom.qo‘_& J9quIniN JaquinN Jiunjueid >u_=umn_ {oJ4juo)H JaquunnN
joafold  jedyS-1 yoafoud
div ¥o3

sjoafoad jeyden

syoeloid ¥93 paroiddy 9Sdy Auedwo) sanijinn Ajonjuay



6Jo [ 98ed
111 xtpuaddy

(4903) 80 1day 1onQ 1epNQ didald exd £20-90-dd cHd
(403) 20 |dey Ud Jojendioaid g 85922 £20-50-dd rASis!
(403) 20 1dey 1on@ 18| dideld 1 ¥8 £10-90-49 1Hg
(4D3) 90 1dey soousiu 4S3 €48 vOY0ZL  8Y0-90-dd g siojepdioald oneysonosi3 22N
AYINOOT oo
HOT WOYH4 GIAOWIY LOIroNd
Buuoyuop AInoley SWAD 269224 010-90-SO
opelBdn YaI/UOISIA ¥oBIS SWFD  ¥G6LZL  600-90-SO
apesbdn JoB607 ele SW3D  ¥BLLZL  £00-90-SO  SHUN [BOD IV siojuo AInosdBN GZ-NXA
7-HO
¢-HO
uoneBiN €0S YELHD 642221 Li0-90-HD 1-HD uoposlul uBqIos  HZ-NM
dS3I IBM
aod Bm
asnoy bBeg Jeljid ouged
uonoafu] sl paleIpAH
uonosiu) UOGIED PBIBAIOY PIZUBAING
uondiiosag joaloid JaquinN  J9quInN junjueld Aupoe4 jo3uod JaquinN
ofoid  199ysS-1 joaloid
div ¥o3

s)oofoid |eyden

syoafoid 393 paroiddy DSdM Auedwon sapjin Aonjusy



6 Jo g 93eq

111 x1puaddy
uonels
uonesadO siopuop Andion 011906 ON JONY 19
aoueUSBURI SIONUOW Andiap AR ON uonels
: : umolg M3
uonels
uonesadQ siopuopy Anoialy 0LL90S ON umoig M3
aouBUDILIBYY SJojuOp AInosol £0LZLS ON uoIBIS JUBYD
uonesadQ sIONUC AInoIBy 01190S ON uones sy SIONUON AINDIaN SZ-NM
soueUBUIR UORV8lu] Jueqlos 20LeLs ON e weyo
uopeladQ uoyosfuj Juagiog 601905 ON ¢ sy uonos(uy Jusqiog YZ-MH ueid 9002
Ajuo siun 1803 SOA SHUN B0 Y S3OUBMOY UOISSIWT ZOS 220
wioyy asuadxa acuemojly UoIssiug Z2OS ; U >
aouBUBUIBK 1BqQNIOS S00Z1LS ON umolg ‘M '3
suonesadQ 18qqniog 900205 ON umoig *Mm '3
SoUBUBIUIBI J8qanIdg 600218 ON ¥ ‘g "8y
suonesadQ 19ggnios 90020S ON y'¢ g usy sQ94 LZ-NH ueld G002
Kianooay RO ON  Ueld £00¢
aoueusUIEB XON 10L2Ls ON ye L usyg
18Y0 pue JogeT -- uolessdo XON G0190s ON g Lweyn
sejgewnsuo) -- uohesadQ XON $0190S ON gL usuo wswdinb3 jonuod XON PUB HOS LMY ueld 100Z
uondiiosaq 109foid JUN022Y sojey aseg Hnunaueld Aujoed jonjuo) JBQUINN
asuadx3g uj pepnjoul yo9foid
NRO junowy 0} ¥04
Jejuawalau]

asueuajule|y pue uonesadQ

sjoaloid Y93 panroiddy 9SdM Auedwo) saniinn AHjonjuay



630 6 95ed
111 xipuaddy

aDuBUSIUIEIN SIOHUOK AInotepy

uoneladQ siojuop Ansie

aoUBUSIUIB) SIOHUOK AINDIa

uonduosaq 129foid

£01218
011906

€01218

juno2dy
osuadxy

W30

ON
ON

ON

sajey oseg
uj papnjoul
junowy o}
[ejuawalou]

AHIAOOTY

403 WOY4 AIAOWSY 103rodd ¢ T
uonels auolh
uoneg suoIh ]
uonels
JOAIY 19
yunaueld Aujioed jouod  Jaquunn
100floud
o3

aoueuajule|y pue uonesadQ

syoafold ¥93 panroiddy DSdM Auedwo) sanijn AHjonjuay



APPENDIX IV
LG&E Monthly Filing Forms



ES FORM 1.00

LOUISVILLE GAS AND ELECTRIC COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Calculation of Monthly Billed Environmental Surcharge Factor - MESF
For the Expense Month of April 2007

MESF = CESF - BESF

Where:
CESF = Current Period Jurisdictional Environmental Surcharge Factor
BESF = Base Period Jurisdictional Environmental Surcharge Factor

Calculation of MESF:
CESF, from ES Form 1.10 = 5.63%
BESF, from Case No. 2006-00130 = 3.39%
MESF = 2.24%

Effective Date for Billing: June Billing Cycle beginning June 4, 2007

Submitted by:

Title: Manager, Rates

Date Submitted: May 25, 2007




ES FORM 1.10

LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT
Cakulation of Total E(m) and
Jurisdictional Surcharge Billing Factor

For the Expense Month of April 2007
Cakulation of Total E(m)

E(m) = [(RB/ 12) (RORHROR -DRXTR/1-TR)))] + OE - BAS, where
RB Environmental Compliance Rate Base

ROR = Rate of Return on the Environmental Compliance Rate Base
DR = Debt Rate (both short-term and long-tenm debt)
TR = Composite Federal & State Income Tax Rate
OE = Pothution Control Operating Expenses
BAS = Total Proceeds from By-Product and Allowance Sales
Environmentaf Complisnce Plans
RB = s 220,919,210
RB/ 12 = 18,409,934
(ROR + (ROR - DR) (TR /(1 - TR))) = 11.23%
OE = 890,215
BAS = .
E(m) = § 2,957,651
Calculation of Jurisdictional Environmental Surcharge Billing Factor
Jurisdictional Allocstion Ratio for Expense Month = 82.96%
Jurisdictional E(m) = E(m) x Jurisdictional Allocation Ratio = § 2,453,667
Adjustment for Monthly True-up (from Form 2.00) = 307,270
Adjustment for Under-collection, Case No. 2006-00130 576,005
Prior Period Adjustment (if necessary) =
Net Jurisdictional E(m) = Jurisdictional E(m) minus Adjustient for Monthly True-up
plusAninus Prior Period Adjustment = § 3,336,942
Jurisdictional R(m) = Average Monthly Jurisdictional Revenue for the 12
Months Ending with the Current Expense Month = § 59,240,731
Jurisdictional Environmental Surcharge Billing Factor:
Net Jurisdictionsl E(m) / Jurisdictional R{m) ; 23 & % of Revenue = 5.63%




LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT

Revenue Requirements of Environmental Compliance Costs

For the Expense Month of April 2007

Determination of Environmental Compliance Rate Base

Enviromental Compliance Plan

Eligible Pollution Control Plant

$

236,131,070

Eligible Pollution CWIP Excluding AFUDC

Subtotal

Additions:

Inventory - Emission Allowances per ES Form 2.31, 2.32 and 2.33

7,446,899

Cash Working Capital Allowance 326,517

Deferred Debit Balance -- Mill Creek Ash Dredging 2,520,343
Subtotal

Deductions:

Accumulated Depreciation on Eligible Pollution Control Plant 16,725,792

Pollution Control Deferred Income Taxes 8,779,827

Subiotal

Environmental Compliance Rate Base

Determination of Pollution Control Operating Expenses

$ 243,577,969

2,846,860

25,505,619
$ 220,919,210

Enviromental
Compliance Plan

Monthly Operations & Maintenance Expense $ 194,681

Monthly Depreciation & Amortization Expense 597,513

Monthly Property and Other Applicable Taxes 28,011

Monthly Insurance Expense N

Monthly Emission Allowance Expense from ES Form 2,31,2.32 and 2.33 -

Monthly Permitting Fees -

Amortization of Monthly Mill Creek Ash Dredging 70,010
Less : QOperating Expenses Associated with Retirements or Replacements
Occuring Since Last Roll-In of Surcharge into Existing Rates

Total Pollution Control Operations Expense $ 890,215
Proceeds From By-Product and Allowance Sales
Total
Proceeds

Allowance Sales $ -
Scrubber By-Products Sales -
Total Proceeds from Sales s -

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to Timing Differences

ES FORM 2.00

A. MESF for two months prior to Expense Month 0.83%

B. Net Jurisdictional E(m) for two months prior to Expense Month 2,460,710

C. Environmental Surcharge Revenue, current mongh (from ES Form 3.00) 444 925

D. Retail E(m) recovered through base rates (Base Revenues, ES Form 3.00 times 3.39%) 1,708 515

E. Over/(Under) Recovery due to Timing Differences ((D+C)-B) (307,270)

Over-recoveries will be deducted from the Jurisdictional E(m); under-recoveries will be added to the Jurisdictional E(m)
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ES FORM 2.40

LOUISVILLE GAS AND ELECTRIC COMPANY

ENVIRONMENTAL SURCHARGE REPORT
0O&M Expenses and Determination of Cash Working Capital Allowance

For the Month Ended: April 30, 2007

Environmental Compliance Plan ]
O&M Expenses Amount
11th Previous Month $ 264,880
10th Previous Month 307,983
9th Previous Month 316,341
8th Previous Month 370,587
7th Previous Month 242,524
6th Previous Month 168,518
5th Previous Month 148,169
4th Previous Month 185,127
3rd Previous Month 73,177
2nd Previous Month 129,073
Previous Month 141,068
Current Month 264,691
Total 12 Month O&M $ 2,612,137
Determination of Working Capital Allowance
12 Months O&M Expenses $ 2,612,137

One Eighth (1/8) of 12 Month O&M Expenses 1/8

Pollution Control Cash Working Capital Allowance $ 326,517
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APPENDIX V
KU Monthly Filing Forms



ES FORM 1.00

KENTUCKY UTILITIES COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Calculation of Monthly Billed Environmental Surcharge Factor - MESF
For the Expense Month of April 2007

MESF = CESF - BESF

Where:
CESF = Current Period Jurisdictional Environmental Surcharge Factor
BESF = Base Period Jurisdictional Environmental Surcharge Factor
Calculation of MESF:

CESF, from ES Form 1.10 =
BESF, from Case No. 2006-00129 =

MESF =

Effective Date for Billing: June billing cycle beginning June 4,2007

Submitted by:

Title: Manager, Rates

Date Submitted: May 25, 2007

7.51%
3.11%

4.40%



ES FORM 1.10

KENTUCKY UTILITIES COMPANY

ENVIRONMENTAL SURCHARGE REPORT
Calculation of Total E{m) and
Jurisdictional Surcharge Billing Factor

For the Expense Month of April 2007

Calculation of Total E{m)

E(m) = [(RB/ 12) (RORHROR -DRXTRA1-TR)))] + OE - BAS, where
RB = Envir 1 Compli Rate Base

Y

ROR = Rate of Return on the Environmental Compliance Rate Base
DR = Debt Rate (both short-texm and long-term debt)
TR = Compogite Federal & State Income Tax Rate
OE = Pollution Control Operating Expenses
BAS = Total Proceeds from By-Product and Allowance Sales
Environmental Compliance Plans
RB = § 550,916,628
RB/12 = 45,900,719
(ROR + (ROR - DRY (TR /(1 - TR))) = 11.52%
OE = 770,850
BAS = -
E(m) = § 6,059,650
Calculation of Jurisdictionsl Envir I Surcharge Billing Factor
Jurisdictional Allocation Ratio for Expense Month = 85.81%
Jurisdictional E(m) = E(m) x Jurigdictional Allocation Ratio = $ 5,199,786
Adjustment for Moathly True-up (from Form 2.00) = 369,439
Recovery of OMU NOx Expenditures (Case No. 2003-00434-Settlement
Agreement, Section 3.19, pg. 13) = 83,333
Prior Period Adjustment (if necessary) =
Recovery of undes-collected ECR revenues, Case No. 2006-00129 = 399,374
Net Jurisdictional E(m) = Jurisdictional E(m) minus Adjustment for Monthly True-up
plus/minus Prior Period Adjustment = 8 6,051,932
Jurisdictional R(m) = Average Moathly Jurisdictional Revenue for the 12
Months Ending with the Current Expense Month = § 80,637,289
Jurisdictional Environmental Surcharge Billing Factor:
Net Jurisdictional E(m) / Jurisdictional R(m) ; a3 s % of Revenue = 7.51%




KENTUCKY UTILITIES COMPANY
ENVIRONMENTAL SURCHARGE REPORT

Revenue Requirements of Envir

} Compli Costs

For the Expense Month of April 2007

Determination of Environmental Compliance Rate Base

Enviromental Compliance Plan

Eligible Pollution Control Plant

$ 240437831

Eligible Pollution CWIP Excluding AFUDC

357,967,992

Subtotal

$ 598,405,823

Additions:

Inventory - Limestone

Less: Limestone Inventory in base rates

Inventory - Emission Allowances per ES Form 2.31, 2.32 and 2.33 1,133,393
Less: Allowance Inventory Baseline 69.415
Net Emission Allowance Inventory 1,063,978
Cash Working Capital Allowance 171,305
Subtotal 1,235,283
Deductions:
Accumulated Depreciation on Eligible Pollution Control Plant 17,778,339
Pollution Control Deferred Income Taxes 30,946,139
Subtotal 48724478

Environmental Compliance Rate Base

$ 550,916,628

Determination of Pollution Control Operating Expenses

Enviromental
Compliance Plan
Monthly Operations & Maintenance Expense $ 131,151
Monthly Depreciation & Amontization Expense 495449
Monthly Taxes Other Than Income Taxes 53,478
Monthly Insurance Expense -
Monthly Emission Allowance Expense from ES Form 2.31, 2,32 and 2.33 95,634
Less Monthly Emission Allowance Expense in base rates (1/12 of $58,345.76) 4,862
Net Recoverable Emission Allowance Expense 90,772
Monthly Surcharge Consultant Fee
Total Pollution Control Operations Expense $ 770,850
Proceeds From By-Product and Allowance Sales
Total
Proceeds
Allowance Sales $ -
Scrubber By-Products Sales -
Total Proceeds from Sales S -

True-up Adjustment: Over/Under Recovery of Monthly Surcharge Due to Timing Differences

ES FORM 2.00

A. MESF for two months prior to Expense Month 1.80%

B. Net Jurisdictional E{m) for two months prior to Expense Month 3,877,344
C. Environmental Surcharge Revenue, current month (from ES Form 3.00) 1,389,996
D. Retail E(m) recovered through base rates {Base Revenues, ES Form 3.00 times 3.11%) 2,117,909
E. Over/(Under) Recovery due to Timing Differences (D + C) - B) (369,439)
Over-recoveries will be deducted from the Jurisdictional E(m); under-recoveries will be added to the Jurisdictional E(m)
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ES FORM 2.40

KENTUCKY UTILITIES COMPANY

ENVIRONMENTAL SURCHARGE REPORT
O&M Expenses and Determination of Cash Working Capital Allowance

For the Month Ended: April 30, 2007

Environmental Compliance Plan

O&M Expenses Amount
11th Previous Month $ 193,745
10th Previous Month 183,156
9th Previous Month 91,117
$th Previous Month 305,122
7th Previous Month 63,046
6th Previous Month 165,000
5th Previous Month 3,174
4th Previous Month 182,825
3rd Previous Month 2,505
2nd Previous Month 5,975
Previous Month 43,620
Current Month 131,151
Total 12 Month O&M $ 1,370,436

Determination of Working Capital Allowance
12 Months O&M Expenses $ 1,370,436

One Eighth (1/8) of 12 Month O&M Expenses 1/8

Pollution Control Cash Working Capital Allowance 3 171,305
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APPENDIX VI
Timeline of Data Input Requirement
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